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(b) All cooperative agreements under 
this part are subject to annual funding 
and the availability of appropriations 
specifically designated for the purpose 
of this part. 

(c) The State or Indian tribe shall 
submit a voucher for reimbursement of 
eligible costs incurred within 30 days of 
the end of each calendar quarter. The 
State or Indian tribe must provide the 
Department a summary of costs in-
curred, for which the State or Indian 
tribe is seeking reimbursement, with 
the voucher. 

[49 FR 37348, Sept. 21, 1984, as amended at 56 
FR 10512, Mar. 13, 1991] 

§ 1228.107 Eligible cost of activities. 
(a) If a cooperative agreement pro-

vides for Federal funding, only costs di-
rectly associated with eligible activi-
ties undertaken by the State or Indian 
tribe under the terms of a cooperative 
agreement will be eligible for reim-
bursement. Costs of services or activi-
ties which cannot be directly related to 
the support of activities specified in 
the agreement will not be eligible for 
Federal funding or for inclusion in the 
State’s share or in the Indian tribe’s 
share of funding that may be estab-
lished in the agreement. 

(b) Eligible costs are the cost of sala-
ries and benefits associated with tech-
nical, support, and clerical personnel 
engaged in eligible activities; direct 
cost of travel, rentals, and other nor-
mal administrative activities in direct 
support of the project or projects; basic 
and specialized training for State and 
tribal participants; and cost of any 
contractual services which can be 
shown to be in direct support of the ac-
tivities covered by the agreement. 
Each cooperative agreement shall con-
tain detailed schedules identifying 
those activities and costs which qualify 
for funding and the procedures, timing, 
and mechanics for implementing Fed-
eral funding. 

[49 FR 37348, Sept. 21, 1984, as amended at 56 
FR 10512, Mar. 13, 1991] 

§ 1228.108 Deduction of civil penalties 
accruing to the State or tribe from 
the Federal share of a cooperative 
agreement. 

As provided at 30 U.S.C. 1736, 50 per-
cent of any civil penalty collected as a 

result of activities under a cooperative 
agreement will be shared with the 
State or Indian tribe performing the 
cooperative agreement; however, the 
amount of the civil penalty shared will 
be deducted from any Federal funding 
owed under that cooperative agree-
ment. ONRR shall maintain records of 
civil penalties collected and distrib-
uted to the States and tribes involved 
in cooperative agreements. Each quar-
terly payment of the Federal share of a 
cooperative agreement will be reduced 
by the amount of the civil penalties 
paid to the State or tribe during the 
prior quarter. 

PART 1229—DELEGATION TO 
STATES 

Subpart A—General Provisions 

Sec. 
1229.1 Purpose. 
1229.2 Policy. 
1229.3 Limitation on applicability. 
1229.4 Authority. 
1229.6 Definitions. 
1229.10 Information collection require-

ments. 

Subpart B—Oil and Gas, General 
[Reserved] 

Subpart C—Oil and Gas, Onshore 

ADMINISTRATION OF DELEGATIONS 

1229.100 Authorities and responsibilities 
subject to delegation. 

1229.101 Petition for delegation. 
1229.102 Fact-finding and hearings. 
1229.103 Duration of delegations; termi-

nation of delegations. 
1229.104 Terms of delegation of authority. 
1229.105 Evidence of Indian agreement to 

delegation. 
1229.106 Withdrawal of Indian lands from 

delegated authority. 
1229.107 Disbursement of revenues. 
1229.108 Deduction of civil penalties accru-

ing to the State or tribe under the dele-
gation of authority. 

1229.109 Reimbursement for costs incurred 
by a State under the delegation of au-
thority. 

1229.110 Examination of the State activities 
under delegation. 

1229.111 Materials furnished to States nec-
essary to perform delegation. 

DELEGATION REQUIREMENTS 

1229.120 Obtaining regulatory and policy 
guidance. 
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1229.121 Recordkeeping requirements. 
1229.122 Coordination of audit activities. 
1229.123 Standards for audit activities. 
1229.124 Documentation standards. 
1229.125 Preparation and issuance of en-

forcement documents. 
1229.126 Appeals. 
1229.127 Reports from States. 

AUTHORITY: 30 U.S.C. 1735. 

Subpart A—General Provisions 

SOURCE: 49 FR 37350, Sept. 21, 1984, unless 
otherwise noted. Redesignated at 75 FR 61087, 
Oct. 4, 2010. 

§ 1229.1 Purpose. 
The purpose of this part is to pro-

mote the effective utilization of the ca-
pabilities of the States in developing 
and maintaining an efficient and effec-
tive Federal royalty management sys-
tem. 

§ 1229.2 Policy. 
It shall be the policy of the Depart-

ment of the Interior (DOI) to honor any 
properly made petition from the Chief 
Executive or other appopriate official 
of a State seeking delegation of au-
thority under the provisions of 30 
U.S.C. 1735 and to make a delegation to 
conduct audits and related investiga-
tions when the Secretary finds that the 
provisions of 30 U.S.C. 1735 have been 
complied with or can be complied with 
by a State seeking the delegation. 

§ 1229.3 Limitation on applicability. 
As of the effective date of this rule, 

September 11, 1997, this part does not 
apply to Federal lands. 

[62 FR 43091, Aug. 12, 1997] 

§ 1229.4 Authority. 
The Secretary of the DOI is author-

ized under provisons of 30 U.S.C. 1735 to 
delegate authority to States to con-
duct audits and related investigations 
with respect to all Federal lands within 
a State, and to those Indian lands to 
which a State has received permission 
from the respective Indian tribe(s) or 
allottee(s) to carry out audit activities 
under a delegation from the Secretary. 

§ 1229.6 Definitions. 
The definitions contained in 30 U.S.C. 

1702 and in part 228 of this title apply 

to the activities carried out under the 
provisions of this part. 

§ 1229.10 Information collection re-
quirements. 

The information collection require-
ments contained in this part do not re-
quire approval by the Office of Manage-
ment and Budget under 44 U.S.C. 3501 et 
seq., because there are fewer than 10 re-
spondents annually. 

Subpart B—Oil and Gas, General 
[Reserved] 

Subpart C—Oil and Gas, Onshore 

AUTHORITY: The Federal Oil and Gas Roy-
alty Management Act of 1982 (30 U.S.C. 1701 
et seq.). 

ADMINISTRATION OF DELEGATIONS 

§ 1229.100 Authorities and responsibil-
ities subject to delegation. 

(a) All or part of the following au-
thorities and responsibilities of the 
Secretary under the Act may be dele-
gated to a State authority: 

(1) Conduct of audits related to oil 
and gas royalty payments made to the 
Office of Natural Resources Revenue 
(ONRR) which are attributable to 
leased Federal or Indian lands within 
the State. Delegations with respect to 
any Indian lands require the written 
permission, subject to the review of the 
ONRR, of the affected Indian tribe or 
allottee. 

(2) Conduct of investigations related 
to oil and gas royalty payments made 
to the ONRR which are attributable to 
leased Federal lands or Indian lands 
within the State. Delegation with re-
spect to any Indian lands require the 
written permission, subject to the re-
view of the ONRR, of the affected In-
dian tribe or allottee. No investigation 
will be initiated without the specific 
approval of the ONRR or the Sec-
retary’s designee and in accordance 
with the Departmental Manual. 

(b) The following authorities and re-
sponsibilities are specifically reserved 
to the ONRR and are not delegable 
under these regulations: 

(1) Enforcement actions to assess and 
collect additional royalties identified 
as a consequence of audits, inspections, 
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and investigations. These include all 
actions related to resolution of royalty 
obligations so identified, and the estab-
lishment and maintenance of payment 
performance bonds which may be re-
quired during the resolution process. 

(2) Enforcement actions to collect 
civil penalties and interest charges re-
lated to findings of audits, inspections, 
and investigations. 

(3) Administration of all appeals and 
all actions of the Department related 
to administrative and judicial litiga-
tion. 

(4) Issuance of subpoenas. 
(c) The provisions of this section do 

not limit the authority provided to the 
States by section 204 of the Act. 

[49 FR 40026, Oct. 12, 1984] 

§ 1229.101 Petition for delegation. 
(a) The governor or other authorized 

official of any State which contains 
Federal oil and gas leases, or Indian oil 
and gas leases where the Indian tribe 
and allottees have given the State an 
affirmative indication of their desire 
for the State to undertake certain roy-
alty management-related activities on 
their lands, may petition the Secretary 
to assume responsibilities to conduct 
audits and related investigations of 
royalty related matters affecting Fed-
eral or Indian oil and gas leases within 
the State. 

(b) A State may enter into a delega-
tion of authority under this part with-
out affecting a State’s ability to enter 
into a cooperative agreement under 
part 228 of this title. 

(c) The Secretary shall carry out all 
factfinding and hearings he may decide 
are necessary in order to approve or 
disapprove the petition. 

(d) In the event that the Secretary 
denies the petition, the Secretary must 
provide the State with the specific rea-
sons for denial of the petition. The 
State will then have 60 days to either 
contest or correct specific deficiencies 
and to reapply for a delegation of au-
thority. 

[49 FR 37350, Sept. 21, 1984. Redesignated and 
amended at 49 FR 40025, Oct. 12, 1984] 

§ 1229.102 Fact-finding and hearings. 
(a) Upon receipt of a petition for del-

egation from a State, the Secretary 

shall appoint a representative to con-
duct a hearing or hearings to carry out 
factfinding and determine the ability 
of the petitioning State to carry out 
the delegated responsibilities requested 
in accordance with the provisions of 
this part. 

(b) The Secretary’s representative, 
after proper notice in the FEDERAL 
REGISTER and other appropriate media 
within the State, shall hold one or 
more public hearings to determine 
whether: 

(1) The State has an acceptable plan 
for carrying out delegated responsibil-
ities and if it is likely that the State 
will provide adequate resources to 
achieve the purposes of this part (30 
U.S.C. 1735); 

(2) The State has the ability to put in 
place a process within 60 days of the 
grant of delegation which will assure 
the Secretary that the functions to be 
delegated to the State can be effec-
tively carried out; 

(3) The State has demonstrated that 
it will effectively and faithfully admin-
ister the rules and regulations of the 
Secretary in accordance with the re-
quirements at 30 U.S.C. 1735; 

(4) The State’s plan to carry out the 
delegated authority will be in accord-
ance with the ONRR standards; and 

(5) The State’s plan to carry out the 
delegated authority will be coordinated 
with ONRR and the Office of Inspector 
General audit efforts to eliminate 
added burden on any lessee or group of 
lessees operating Federal or Indian oil 
and gas leases within the State. 

(c) A State petitioning for a delega-
tion of authority shall be given the op-
portunity to present testimony at a 
public hearing. 

[49 FR 37350, Sept. 21, 1984. Redesignated and 
amended at 49 FR 40025, Oct. 12, 1984] 

§ 1229.103 Duration of delegations; ter-
mination of delegations. 

(a) Delegations of authority shall be 
valid for a period of 3 years and may be 
renewable for an additional consecu-
tive 3-year period upon request of the 
State and after the appropriate fact-
finding required in § 1229.101. Delega-
tions are subject to annual funding and 
the availability of appropriations spe-
cifically designated for the purpose of 
this part. 
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(b) A delegation of authority may be 
terminated at any time and upon any 
terms and conditions as mutually 
agreed upon by the parties. 

(c) A State may terminate a delega-
tion of authority by giving a 120-day 
written notice of intent to terminate. 

(d) The Department may terminate a 
delegation of authority when it is de-
termined, after opportunity for a hear-
ing, that the State has failed to sub-
stantially comply with the provisions 
of the delegation of authority. 

(e) No action to initiate formal hear-
ing proceedings for termination shall 
be taken until the Department has no-
tified the State in writing of alleged 
deficiencies and allowed the State 120 
days to correct the deficiencies. 

(f) Termination of a delegation shall 
not bar a subsequent request by a State 
to regain a delegation of authority. 

[49 FR 37351, Sept. 21, 1984, as amended at 49 
FR 40025, Oct. 12, 1984] 

§ 1229.104 Terms of delegation of au-
thority. 

Each delegation of authority under 
this part shall be in writing, shall in-
corporate all the requirements of this 
part, and shall specifically include: 

(a) Terms obligating the State to 
conduct audit and investigative activi-
ties for a specific period of time; 

(b) Terms describing the authorities 
and responsibilities reserved by the 
ONRR, including, but not limited to, 
those specified under § 1229.100; 

(c) Terms requiring the State to pro-
vide annual audit workplans to include 
the lease universe by company, or by 
individual lease accounts, a description 
of the audit work product(s) to be de-
livered, and the State resources (staff 
and otherwise) to be committed to the 
delegation; 

(d) Terms requiring the State to no-
tify the ONRR of any changed cir-
cumstances which would affect the 
State’s ability to carry out the terms 
of the delegation; 

(e) Terms requiring coordination of 
delegated activities among the State, 
the ONRR, and the land management 
agencies responsible for management 
of the leases included in the audit uni-
verse; 

(f) Terms requiring the State to 
maintain and make available to the 

ONRR all audit workpapers, docu-
ments, and information gained or de-
veloped as a consequence of activities 
conducted under the delegation; 

(g) Terms obligating the State to ad-
here to all Federal laws, rules and reg-
ulations, and Secretarial determina-
tions and orders relating to the cal-
culation, reporting, and payment of oil 
and gas royalties, in all activities per-
formed under the delegation. 

[49 FR 40026, Oct. 12, 1984] 

§ 1229.105 Evidence of Indian agree-
ment to delegation. 

In the case of a State seeking a dele-
gation of authority for Indian lands as 
well as Federal lands, the State peti-
tion to the Secretary must be sup-
ported by an appropriate resolution or 
resolutions of tribal councils joining 
the State in petitioning for delegation 
and evidence of the agreement of indi-
vidual Indian allottees whose lands 
would be involved in a delegation. Such 
evidence shall specifically speak to 
having the State assume delegated re-
sponsibility for specific functions re-
lated to royalty management activi-
ties. 

[49 FR 37351, Sept. 21, 1984. Redesignated at 
49 FR 40025, Oct. 12, 1984] 

§ 1229.106 Withdrawal of Indian lands 
from delegated authority. 

If at any time an Indian tribe or an 
individual Indian allottee determines 
that it wishes to withdraw from the 
State delegation of authority in rela-
tion to its lands, it may do so by send-
ing a petition of withdrawal to the 
State. Once the petition has been re-
ceived, the State shall within 30 days 
cease all activities being carried out 
under the delegation of authority on 
the lands covered by the petition for 
the tribe or allottee. 

[49 FR 37351, Sept. 21, 1984. Redesignated at 
49 FR 40025, Oct. 12, 1984] 

§ 1229.107 Disbursement of revenues. 

(a) The additional royalties and late 
payment charges resulting from State 
audit work done under a delegation of 
authority shall be collected by ONRR. 
The State’s share of any amounts so 
collected shall be paid to the State in 
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accordance with the provisions of 30 
U.S.C. 191 and part 1219 of this title. 

(b) Amounts collected for Indian 
leases shall be transferred to the appro-
priate Indian accounts (designated 
Treasury accounts) managed by the 
Bureau of Indian Affairs at the earliest 
practicable date after such funds are 
received, but in no case later than the 
last business day of the month in 
which such funds are received. 

(c) ONRR shall provide to the State 
on a monthly basis, an accounting of 
collections resulting from audit work 
and enforcement actions resulting from 
a delegation of authority. Such ac-
counting will identify collections bro-
ken down by royalties, penalties and 
interest paid. 

[49 FR 40026, Oct. 12, 1984] 

§ 1229.108 Deduction of civil penalties 
accruing to the State or tribe under 
the delegation of authority. 

Fifty percent of any civil penalty re-
sulting from activities under a delega-
tion of authority shall be shared with 
the delegated State. However, the 
amount of the civil penalty shared will 
be deducted from any Federal funding 
owed under a delegation of authority 
under the provisions of 30 U.S.C. 1735. 
ONRR shall maintain records of civil 
penalties collected and distributed to 
the States involved in 30 U.S.C. 1735 
delegations. Each quarterly payment 
will be reduced by the amount of the 
civil penalties paid to the delegated 
State or tribe during the prior quarter. 

[49 FR 37351, Sept. 21, 1984. Redesignated at 
49 FR 40025, Oct. 12, 1984] 

§ 1229.109 Reimbursement for costs in-
curred by a State under the delega-
tion of authority. 

(a) The Department of the Interior 
(DOI) shall reimburse the State for 100 
percent of the direct cost associated 
with the activities undertaken under 
the delegation of authority. The State 
shall maintain books and records in ac-
cordance with the standards estab-
lished by the DOI and will provide the 
DOI, on a quarterly basis, a summary 
of costs incurred for which the State is 
seeking reimbursement. Only costs as 
defined under the provisions of 30 
U.S.C. 1735 are eligible for reimburse-
ment. 

(b) The State shall submit a voucher 
for reimbursement of costs incurred 
within 30 days of the end of each cal-
endar quarter. 

[49 FR 37351, Sept. 21, 1984] 

§ 1229.110 Examination of the State ac-
tivities under delegation. 

(a) The Department will carry out an 
annual examination of the State’s dele-
gated activities undertaken under the 
delegation of authority. 

(b) The examination required by this 
section will consist of a management 
review and a fiscal examination and 
evaluation to determine— 

(1) That activities being carried out 
by the State under the delegation of 
authority meet the standards estab-
lished by the Department and in par-
ticular the provisions of 30 U.S.C. 1735; 
and 

(2) That costs incurred by the State 
under the delegation of authority are 
eligible for reimbursement by the De-
partment. 

[49 FR 37351, Sept. 21, 1984. Redesignated at 
49 FR 40025, Oct. 12, 1984] 

§ 1229.111 Materials furnished to 
States necessary to perform delega-
tion. 

The ONRR shall provide to the State 
all reports, files, and supporting mate-
rials within its possession necessary to 
allow the State to effectively carry out 
the terms of the delegation specified in 
§ 1229.104. 

[49 FR 40026, Oct. 12, 1984] 

DELEGATION REQUIREMENTS 

SOURCE: Sections 229.120 through 229.126 ap-
pear at 49 FR 40026, Oct. 12, 1984, unless oth-
erwise noted. 

§ 1229.120 Obtaining regulatory and 
policy guidance. 

All activities performed by a State 
under a delegation must be in full ac-
cord with all Federal laws, rules and 
regulations, and Secretarial and agen-
cy determinations and orders relating 
to the calculation, reporting, and pay-
ment of oil and gas royalties. In those 
cases when guidance or interpretations 
are necessary, the State will direct 
written requests for such guidance or 
interpretation to the appropriate 
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ONRR officials. All policy and proce-
dural guidance or interpretation pro-
vided by the ONRR shall be in writing 
and shall be binding on the State. 

§ 1229.121 Recordkeeping require-
ments. 

(a) The State shall maintain in a safe 
and secure manner all records, 
workpapers, reports, and correspond-
ence gained or developed as a con-
sequence of audit or investigative ac-
tivities conducted under the delega-
tion. All such records shall be made 
available for review and inspection 
upon request by representatives of the 
Secretary and the Department’s Office 
of Inspector General (OIG). 

(b) The State must maintain in a 
confidential manner all data obtained 
from DOI sources or from payor or 
company sources under the delegation 
which have been deemed ‘‘confidential 
or proprietary’’ by DOI or a company 
or payor. In this regard, the State reg-
ulatory authority shall be bound by 
provisions of 30 U.S.C. 1733. ONRR shall 
provide to the State guidelines for de-
termining confidential and proprietary 
material. 

(c) All records subject to the require-
ments of paragraph (a) must be main-
tained for a 6-year period measured 
from the end of the calendar year in 
which the records were created. All dis-
positions or records must be with the 
written approval of the ONRR. Upon 
termination of a delegation, the State 
shall, within 90 days from the date of 
termination, assemble all records spec-
ified in subsection (a), complete all 
working paper files in accordance with 
§ 1229.124, and transfer such records to 
the ONRR. 

(d) The State shall maintain com-
plete cost records for the delegation in 
accordance with generally accepted ac-
counting principles. Such records shall 
be in sufficient detail to demonstrate 
the total actual costs associated with 
the project and to permit a determina-
tion by ONRR whether delegation 
funds were used for their intended pur-
pose. All such records shall be made 
available for review and inspection 
upon request by representatives of the 
Secretary and the Department’s Office 
of Inspector General (OGIG). 

§ 1229.122 Coordination of audit activi-
ties. 

(a) Each State with a delegation of 
authority shall submit annually to the 
ONRR an audit workplan specifically 
identifying leases, resources, compa-
nies, and payors scheduled for audit. 
This workplan must be submitted 120 
days prior to the beginning of each fis-
cal year. A State may request changes 
to its workplan (including the compa-
nies and leases to be audited) at the 
end of each quarter of each fiscal year. 
All requested changes are subject to 
approval by the ONRR and must be 
submitted in writing. 

(b) When a State plans to audit leases 
of a lessee or royalty payor for which 
there is an ONRR or OIG resident audit 
team, all audit activities must be co-
ordinated through the ONRR or OIG 
resident supervisor. Such activities in-
clude, but are not limited to, issuance 
of engagement letters, arranging for 
entrance conferences, submission of 
data requests, scheduling of audit ac-
tivities including site visits, submis-
sion of issue letters, and closeout con-
ferences. 

(c) The State shall consult with the 
ONRR and/or OIG regarding resolution 
of any coordination problems encoun-
tered during the conduct of delegation 
activities. 

§ 1229.123 Standards for audit activi-
ties. 

(a) All audit activities performed 
under a delegation of authority must 
be in accordance with the ‘‘Standards 
for Audit of Governmental Organiza-
tions, Programs, Activities, and Func-
tions’’ as issued by the Comptroller 
General of the United States. 

(b) The following audit standards 
also shall apply to all audit work per-
formed under a delegation of authority. 

(1) General standards—(i) Qualifica-
tions. The auditors assigned to perform 
the audit must collectively possess 
adequate professional proficiency for 
the tasks required, including a knowl-
edge of accounting, auditing, agency 
regulations, and industry operations. 

(ii) Independence. In all matters re-
lating to the audit work, the audit or-
ganization and the individual auditors 
must be free from personal or external 
impairments to independence and shall 
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maintain an independent attitude and 
appearance. 

(iii) Due professional care. Due profes-
sional care is to be used in conducting 
the audit and in preparing related re-
ports. 

(iv) Quality control. The State govern-
ments must institute quality control 
review procedures to ensure that all 
audits are performed in conformity 
with the standards established herein. 

(2) Examination and evaluation stand-
ards—Standards and requirements for ex-
amination and evaluation. Auditors 
should be alert to situations or trans-
actions that could be indicative of 
fraud, abuse, or illegal acts with re-
spect to the program. If such evidence 
exists, auditors should forward this 
evidence to ONRR. The ONRR will con-
tact the appropriate Federal law en-
forcement agencies. The scope of ex-
aminations are to be governed by the 
principle of a justifiable relationship 
between cost and benefit as determined 
by the auditor or audit supervisor. 
Audit procedures should reflect the 
most efficient method of obtaining the 
requisite degree of satisfaction. The 
auditor should determine, to the extent 
possible, the effect on royalty report-
ing of the non-arms’-length nature of 
related party transactions, such as 
transfers of oil to refinery units affili-
ated with the producer. A review 
should be made of compliance with the 
appropriate laws and regulations appli-
cable to program operations. ONRR 
shall issue guidelines as to the defini-
tion and nature of arms’-length and 
non-arms’-length transactions for use 
in carrying out delegated audit activi-
ties. 

(3) Standards of reporting. (i) Written 
audit reports are to be submitted to 
the appropriate ONRR officials at the 
end of each field examination. 

(ii) A statement in the auditors’ re-
port that the examination was made in 
accordance with the generally accepted 
program audit standards (including the 
applicable General Accounting Office 
(GAO) standards) for royalty compli-
ance audits should be in the appro-
priate language to indicate that the 
audit was made in accordance with this 
statement of standards. 

(iii) The auditor’s report should con-
tain a statement of positive assurance 

on those items tested and negative as-
surance on those items not tested. It 
should also include all instances of 
noncompliance and instances or indica-
tions of fraud, abuse, or illegal acts 
found during or in connection with the 
audit. 

(iv) The auditor’s report should con-
tain any other material deficiency 
identified during the audit not covered 
in paragraph (b)(3)(iii) of this section. 

(v) When factors external to the pro-
gram and to the auditor restrict the 
audit or interfere with the auditor’s 
ability to form objective opinions and 
conclusions (such as denial of access to 
information by a company), the audi-
tor is to notify the ONRR. If the limi-
tation is not removed, a description of 
the matter must be included in the 
auditor’s report. ONRR will take all le-
gally enforceable steps necessary to 
seek information necessary to com-
plete the audit. 

(vi) If certain information is prohib-
ited from general disclosure, the audi-
tor’s report should state the nature of 
the information omitted and the re-
quirement that makes the omission 
necessary. 

(vii) Written audit reports are to be 
prepared in the format prescribed by 
the ONRR. 

(viii) In instances where the extent of 
the audit findings or the amounts in-
volved do not warrant it, a formal 
audit report need not be issued. In lieu 
of an audit report, a memorandum of 
audit findings will be prepared and 
placed on the case file. 

[49 FR 40026, Oct. 12, 1984, as amended at 58 
FR 64903, Dec. 10, 1993] 

§ 1229.124 Documentation standards. 
Every audit performed by a State 

under a delegation of authority must 
meet certain documentation standards. 
In particular, detailed workpapers 
must be developed and maintained. 

(a) Workpapers are defined to include 
all records obtained or created in per-
forming an audit. 

(b) Each audit performed varies in 
scope and detail. As a result, the audit 
team must determine the best presen-
tation of the workpapers for a par-
ticular audit. The following general 
standards of workpaper preparation are 
consistent with the goal of achieving 
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proper documentation while maintain-
ing sufficient flexibility. 

(1) All relevant information obtained 
orally must be promptly recorded in 
writing and incorporated in the 
workpapers. 

(2) Workpapers must be complete and 
accurate in order to provide support for 
findings and conclusions. 

(3) Workpapers should be clear and 
understandable without the need for 
supplementary oral explanations. The 
information they contain must be 
clear, complete, and concise, so that 
anyone using the workpapers will be 
able to readily determine their pur-
pose, the nature and scope of the work 
done, and the conclusions drawn. 

(4) Workpapers must be legible and as 
neat as practicable. They must meet 
standards which allow their use as evi-
dence in judicial and administrative 
proceedings. 

(5) The information contained in 
workpapers should be restricted to 
matters which are materially impor-
tant and relevant to the objectives es-
tablished for the assignment. 

(6) Workpapers must be in sufficient 
detail to permit a subsequent inde-
pendent execution of each audit proce-
dure, assuming the target company re-
tains its accounting documentation. 

§ 1229.125 Preparation and issuance of 
enforcement documents. 

(a) Determinations of additional roy-
alties due resulting from audit activi-
ties conducted under a delegation of 
authority must be formally commu-
nicated by the State, to the companies 
or other payors by an issue letter prior 
to any enforcement action. The issue 
letter will serve to ensure that all 
audit findings are accurate and com-
plete by obtaining advance comments 
from officials of the companies or 
payors audited. Issue letters must be 
prepared in a format specified by the 
ONRR, and transmitted to the com-
pany or payor. The company or payor 
shall be given 30 days from receipt of 
the letter to respond to the State on 
the findings contained in the letter. 

(b) After evaluating the company or 
payor’s response to the issue letter, the 
State shall draft a demand letter which 
will be submitted with supporting 
workpaper files to the ONRR for appro-

priate enforcement action. Any 
sustantive revisions to the demand let-
ter will be discussed with the State 
prior to issuance of the letter. Copies 
of all enforcement action documents 
shall be provided to the State by ONRR 
upon their issuance to the company or 
payor. 

§ 1229.126 Appeals. 

(a) Appeals made pursuant to the 
rules and procedures at 30 CFR parts 
1243 and 1290 related to demand letters 
issued by officers of the ONRR for addi-
tional royalties identified under a dele-
gation of authority shall be filed with 
the ONRR for processing. The State 
regulatory authority shall, upon the 
request of the ONRR, provide com-
petent and knowledgeable staff for tes-
timony, as well as any required docu-
mentation and analyses, in support of 
the lessor’s position during the appeal 
process. 

(b) An affected State, upon the re-
quest of the ONRR, shall provide ex-
pert witnesses from their audit staff 
for testimony as well as required docu-
mentation and analyses to support the 
Department’s position during the liti-
gation of court cases arising from de-
nied appeals. The cost of providing ex-
pert witnesses including travel and per 
diem is reimbursable under the provi-
sions of a delegation of authority, at 
the Federal Government’s existing per 
diem rates. 

§ 1229.127 Reports from States. 

The State, acting under the author-
ity of the Secretarial delegation, shall 
submit quarterly reports which will 
summarize activities carried out by the 
State during the preceding quarter of 
the year under the provisions of the 
delegation. The report shall include: 

(a) A statistical summary of the ac-
tivities carried out, e.g., number of au-
dits performed, accounts reconciled, 
and other actions taken; 

(b) A summary of costs incurred dur-
ing the previous quarter for which the 
State is seeking reimbursement; and 

(c) A schedule of changes which the 
State proposes to make from its ap-
proved plan. 

[49 FR 37351, Sept. 21, 1984. Redesignated at 
49 FR 40025, Oct. 12, 1984] 
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PART 1241—PENALTIES 

Subpart A—General Provisions [Reserved] 

Subpart B—Penalties for Federal and 
Indian Oil and Gas Leases 

DEFINITIONS 

Sec. 
1241.50 What definitions apply to this sub-

part? 

PENALTIES AFTER A PERIOD TO CORRECT 

1241.51 What may Office of Natural Re-
sources Revenue (ONRR) do if I violate a 
statute, regulation, order, or lease term 
relating to a Federal or Indian oil and 
gas lease? 

1241.52 What if I correct the violation? 
1241.53 What if I do not correct the viola-

tion? 
1241.54 How may I request a hearing on the 

record on a Notice of Noncompliance? 
1241.55 Does my request for a hearing on the 

record affect the penalties? 
1241.56 May I request a hearing on the 

record regarding the amount of a civil 
penalty if I did not request a hearing on 
the Notice of Noncompliance? 

PENALTIES WITHOUT A PERIOD TO CORRECT 

1241.60 May I be subject to penalties with-
out prior notice and an opportunity to 
correct? 

1241.61 How will ONRR inform me of viola-
tions without a period to correct? 

1241.62 How may I request a hearing on the 
record on a Notice of Noncompliance re-
garding violations without a period to 
correct? 

1241.63 Does my request for a hearing on the 
record affect the penalties? 

1241.64 May I request a hearing on the 
record regarding the amount of a civil 
penalty if I did not request a hearing on 
the Notice of Noncompliance? 

GENERAL PROVISIONS 

1241.70 How does ONRR decide what the 
amount of the penalty should be? 

1241.71 Does the penalty affect whether I 
owe interest? 

1241.72 How will the Office of Hearings and 
Appeals conduct the hearing on the 
record? 

1241.73 How may I appeal the Administra-
tive Law Judge’s decision? 

1241.74 May I seek judicial review of the de-
cision of the Interior Board of Land Ap-
peals? 

1241.75 When must I pay the penalty? 
1241.76 Can ONRR reduce my penalty once 

it is assessed? 
1241.77 How may ONRR collect the penalty? 

CRIMINAL PENALTIES 

1241.80 May the United States criminally 
prosecute me for violations under Fed-
eral and Indian oil and gas leases? 

Subpart C—Federal and Indian Oil 
[Reserved] 

Subpart D—Federal and Indian Gas 
[Reserved] 

Subpart E—Solid Minerals, General 
[Reserved] 

Subpart F—Coal [Reserved] 

Subpart G—Other Solid Minerals 
[Reserved] 

Subpart H—Geothermal [Reserved] 

Subpart I—OCS Sulfur [Reserved] 

AUTHORITY: 25 U.S.C. 396 et seq., 396a et seq., 
2101 et seq.; 30 U.S.C. 181 et seq., 351 et seq., 
1001 et seq., 1701 et seq.; 43 U.S.C. 1301 et seq., 
1331 et seq., 1801 et seq. 

Subpart A—General Provisions 
[Reserved] 

Subpart B—Penalties for Federal 
and Indian Oil and Gas Leases 

SOURCE: 64 FR 26251, May 13, 1999, unless 
otherwise noted. Redesignated at 75 FR 61087, 
Oct. 4, 2010. 

DEFINITIONS 

§ 1241.50 What definitions apply to this 
subpart? 

The terms used in this subpart have 
the same meaning as in 30 U.S.C. 1702. 

PENALTIES AFTER A PERIOD TO CORRECT 

§ 1241.51 What may Office of Natural 
Resources Revenue (ONRR) do if I 
violate a statute, regulation, order, 
or lease term relating to a Federal 
or Indian oil and gas lease? 

(a) If we believe that you have not 
followed any requirement of a statute, 
regulation, order, or terms of a lease 
for any Federal or Indian oil or gas 
lease, we may send you a Notice of 
Noncompliance telling you what the 
violation is and what you need to do to 
correct it to avoid civil penalties under 
30 U.S.C. 1719(a) and (b). 
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